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separations, lack of documentation, and other apparent
errors. In attachment B, we presenl the information in the
record lhat describes the impact of lhese apparenl viola­
tions on Ihe BellSuuth carriers' inlerstate reV'enue require­
ments for the fifteen-munth audil period.

A, Cash Workinc C.pltal
2. We find that BellSoulh's calculation of cash working

capital allowances may have violated Commission require­
ments. Specifically, BellSouth's development of those
allowances apparently violated Sections 65.800 and
6S.8~O(d) and (e) of the Commission's rules, which instruct
carriers on how 10 calculate the interslale rate base. I As a
result of its cash workine capilal calculations, BeliSouth
reported incorrect information to NECA in apparent viola­
lion of Section 69.605 of lhe rules' and to lhe Commission
in apparent violation of Section 65.600 of the rules.' Fi­
nally, 10 the extent this information has been reported in
the Commission's automaled dalllbase, Automated Repon­
ing ~Ianaeement Information System (ARMIS), BellSouth
also appears to have violated Section 43.2J of the rules,
",hich requires Ihat data filed in ARMIS be accurate. com­
pic... and responsive, and certified as such by a senior
carntf offictr.

3. The elements of lead-lag studies to calculate cash
""orking capital were set forth in Docket So. 19129' and
reaffirmed in Docket No. 86-497' uad-Iag studies measure
cash inflows and outflows in relation to the lime service is
rendered. Revenue and expense items that are received Or
paid before a service is rendered arc considered "lead"
items, and rev'enue and expense items thaI are received Or
paId afler scrvice is rendered are considered "lag" ilems.'
Lead-lag studies determine the number of days bet""een
receipt of revenues and payment of expenses. The net
number of rev'enue lag days is then multiplied by the
average daily cash expenses 10 determine cash working
capital' A posilive net lag results in a posili\e cash work­
ing cap"al allowance. which increases the rate base: a
negative one resultS in a negali\e allo",·ance. ",hich reduces
the rale base' In previous orders and proceedings. we have
set fonh the specific criteria for the inclusion and exclu-

I '7 (F.R. U65.BOO. 65.R20/dHt). The.. rul., rtquirt Cirrit".
li\.e the BetlSoulh carriers. to calculate the c35h "'io1"king capital
compontnl of their imtrnart ralt b:lSe tilhtr b} puformini I

ltJd·la& study of interstate revenue and upens.e Item) or by
~pplying I specified formula. BellSouth dected ro JXr(orm lead­
lag studies.
, .7 (FR. 16'1.605.
J .1" C.F.R tbS.600. In Ih~ rllt of return reports to the
Commission. BtIlSouth is required to "provide rull Jnd specirlc
Jnljl,l"Cf5 to all questions propounded and Information requtsl­
ed" .7 (F.R. 16S.6OO(bl. (d)( I)
••7 (F.R 1.3.21(.).
, American Telephone &. Telegaph Co.. Docket So. IQI2Q.
rhOl~ If Fl11~1 DU;J/o", 6J FCC 2d 1. i~.7J, para.. un (1"''77)
(/9/;9 Ph-aJ( 1/ Fi"al Dccision.j, affg Pkau II In.uia{ Dtcuiora.
t>-' FCC ld 131 (IQ76) (/91.'9 Fha" II I"i'ial 0"''''0"1.
II Amtndmcnl of Part 6S of the Commis~ion's Rules to Pre­
~ribc Components of the Rate Bue and r-;et Income of Domi­
nant Carrien-, CC Docket ""0. 86-~Q7, Rtpon Qnd Ordtr, ) FCC
Red 26Q (1~87) (86·~97 O,d,,). '<CO" .• • FCC Red loQ7 (IQ8Q)
(S6·./97 Rtco'tJldtralion Ordtr). rl"tandtd 'tLb 110"1 Illinois Bell
Telephone Co. v. FCC. Ql! F.2d 776 IDC C" !Q<i()1 1111,"ou
Bfll I). ()/"J "rflDlld. 7 FCC Red :% 11QQI) t5J-J97 Dtculo/"J 0"
Rcm~ndJ. a}:F;,rnu(( sub "urn. llllnoL~ Bell Tdephonr Co ... FCC.
"M F 2d 1:5. (DC C,r. I'lQJ) (111"0/1 8ellll;
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sion or various items in cash \lr'orking capital calCUlations,
but the general rule IS that the net lead or lag is applied to
the average daily cash expenses. The specifics of
BellSoulh's apparent violation are discussed below.

4. Appartfll VjOI~UOfl .\'0. I. Cn calculating cash "'or1<ing
capital allo"'·ances. carriers are allo"'ec! to add minimum
bank balances 10 lhe results obtai ned from lead-lag sludies.
The independent auditor found Ihal BellSourh substituled
aV'erage daily cash balances for minimum bank balances in
its cash "'orking capital computations'o This praClice re­
sulled in a $4.836.000 overstatement of BellSouth's inter·
state revenue requirements for January 1988 through
March 1989. according to the independent audilor"

5. BeliSouth argues that ils use of aV'erage daily cash
balances is proper. To support its position. BellSouth cites
American Telephone and Telegraph Company (AT&T) and
Bell Communication Research, Inc. (Bellcore)" company
documents that instruct carriers to use average daily bank
balances when computing cash working capital. BellSouth
contends that Ihese documents make clear thai the Com­
mission permits the use of average daily cash balances in
computing cash ""orking capitaL"

b. Although BeliSouth admits thaI the 86--197 Rtcoru,da­
allOfl Orlia'· slared thaI the Commission did nol intend to
depart from Ihe established policy of including minimum
bank balances in cash ,,"orking capital, BeliSouth maintains
thaI the Commission had preVlousl)' permitted more than
minimum bank balances to be included in cash ""orking
capilal. In Ihis regard, BellSouth points out thar in Dockel
No. 19129, the Commission required AT&T 10 submit a
program of cash management 10 "'minimize cash require­
ments for the daily operalion of the business."'" BellSouth
maintains lhat requirement described a program Ihat ""as
not striCtly limited 10 compensatory or minimum bank
balances. BellSouth also conlends Ihat it has consistently
included average daily cash balances as the minimum cash
balanc~ in ItS «.:ash ....'orking capital df'!trminalion.

';' Rel.1ltd terms indude "expense lag" (the average nel lag of
i311 or a C:3.rritr·s C:3..Sh expenscsL ·'re\lC'nue lag" (lhe I\ltrage net
lag of ,a carrier's rt\-·tnut's); and tInt! lag" tlhe nel Or.1 carrier's
ex.pense lag and re ...·eoue l.tg).
• 86-J97 DtcislO" 0" Rt",a"d, 7 FCC Red it 2Q'7. p,r>. Q.
II Annual lWO Access Tariff Filinp . .\(tmora"dUJ"1 OpifllO" c.1'td
O'der.. 5 FCC Red ~ 177.•: IQ (19QO).
10 AdjUJfmC1'lU Rtport al ~ l.
If Lrller from Bruce B.11d\."in. President. ;-..rational Exchange
Carrier ,.3o"ssociation. Inc. 10 Mr. Gerald P Vaugh,]n. Deputy
Chit£' Operations. Common Carrirr Bureau. at BellSoulh At·
tachmenl fOctober 12. lQl.;2} (OclObrr J:' Ltllt,.).
I: Bellcorr is .1 corporJllon that ..... as cruted at the lQ~

di"C'sTlIure of AT.iT 10 pro\-idt rt\tarch. engineering. and lC'ch­
nLCJ.l sUp;>ort scr ... ice~ 10 liS o... ner~. the Re&il,)nal Bell Holding
Companie'S, Jnd their af(ilia{('\. lhe Btll Oper.. ting Companies
u AdjLL,Umrra15 Ripor, al -l2.J), Clilng Comp1ro~lers, Ltner M·
31R. Outline of Procedure5 (or Prtpar:ng C~h lAorlung Capital
Lag S'udi.. (AT&T Sept. 2. IQ~~): SeCtion DRCX125 (AT&T
Jin.IQ831: Section SSIO.)(l (Belleore June I~~.). & Sec:ton 550.
l55ue 1 (Belleore Sept. IQK8l.
1.1 J FCC R'd at lbW. p3r3. 22
,~ Arljwfmt1JIJ R~po" at J-J. q140:Jng< Ph.Jst II Final OuutO".
b. FCC ~d ~1 it'!. p.arJ IQ5 & Pilau /I {rlllla! OfCi.JIOf1. 64 FCC
2d :1I J 10. para. OOR.
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B(ItSoulh SHUCS lhat (he: Cllmmis... illn has apprn"rd Ihis
practice in ~\'ery AT&T rale filing .. ;n(c lQiR _'\nll eyer)'
BeliSoulh rate filin& ~ince lQ8~1.

7, We ltO nol find aellSoulh\ ~r&umen" pe"u~sive be­
cause the Commission has lon& heilJ that only minimum
/lank balances. and nOI average daily hank halances. 'hould
be included in the cash ..'orking (apilal computation,
Company documents thai interpret Commimon policy or
rules do nOt subslitute for Commi..ion policy or rules.
Additionally. the Commi~ion's re~uest in D<>ckel IQl ~Q
for information regarding AT&T's cash management prac­
lices cannol reasonably be interpreled to mean that average
daily bank balances ...ere to be included in cash ..'od<.ing
capital. That request "'as inilialed by Ihe AdmlniSlrati"e
Law Judge (AUI... ho made clear that minimum bank
ba1ance~. rather than aCtual cash balances...'ere to be
included in cash "'orking capital. " In rcquirlng AT&T 10
submit a cash management program. thc AU nOled Ihat
AT&T had "presented no c\·,den" On thc hasis of .. hich
the Commission can rely 10 persuadc litl Ihal thc cash
balances IAT&TI claims in ilS rate base arc reqUired in Ihe
rendition of service,"" 1ndecd. in affirmin~ Ihe AU's re­
quirement. the Comm,ssion specifJCally excluded "General
Department demand de po, its and pelt)' cash "'orking
fundS" from cash working capital."

8 Lastly. BellSouth Cites nO Commission order or olhcr
document appro\'ing Ihc inclUSIon of average dail)' bank
balances ,n cash ..'orklng (ap"al. I[ "e allo.. e0 OellSoulh',
or AT&T's races 10 Lake ((fCCI Jesp"e such ,nclu,ion. " .. as
only' b<cause tho,e carriers rate filings did nOI dIsclose
their sp<cific pracllces OellSouth's mel hod of (alculaling
its cash ~(lrkjng capital allo"'ance~ apparentl: VIOlates. our
r(quiremcnts

B. Jurisdictional Separations

9 Appa'tn1 1'lo/alJon So 2 Effecllve Janua" 1. 19~8.

the CommJ>"on adopte0 Se"ion 36 lJ:'(al nf the lul".'O
1oI.hlch r(quires c..:enain carrien, Including the l3eIfSou{h
carri~rs, to apportJon all Information origina­
lton'terminauon (lOT) tquipm(nt COS[s.,~1 other than IhC'50e
for ,olnless pay Ielephone equi~menl and ""arlffed cus­
lomer premises equipment. bttween the redcral and "tare
jurisdictions u'"-Ing the Iran .. itional ')ubscribcf planl ral.:lor;:

III A.d)U.H IT1 t'f'llS Report II ~.j,

I· Tht AU tmphlsittd that

'w.,;orkin. c3piul is 'Intended 10 pro\ide ur.l: for tht cur­
ren' da.\'Io-day nU~J of lne nu~i"tss 3t;d nOl for 3n\ of
lhr cap:ta! rtqUlrtmtnl 5tcunc ... orli.lnt: n;"ll\JI i~ 'tr.t

.:lmOun~ of d"llJ.r'j 11':11 Jft ntct~SJry \0 r:"Itt: CLlntr,:

ntt'ds, nOl the Jrr.ounT of doll.1[\ Ihal .): pub!lc "J1l1i~\

",",ould 11 .... ( 10 r.llot' on hand or rr,i~ht "c\'.J.all~ 1".::1\( (l~
h::lnd

Doalt 19/~'ry Pilau II It:mal OUW,Jfl. tlJ FCC 2c )1 JI!.~ rJ~a
"1'1
Ii ttl ill J:~ para 907
III Doc I.;, (', IY/_'~ PI1CSt II F,nal ()('cwn". f'I..J FCC ~c .:II -t-,

n.llil Tht' Gt'neral Dtp;)r\menl or AT&T pr<,J\:'::cd lht ROC'!.
.... ilh .:tnlfJI;ud surf 'iot'f\iu'). D1:'(l(tl 19/.''1 PhaJl JJ 1"':::,oJl
DreWIOrt ~ FCC 2d J1 \JJ para _\0
~o reF R ~3h 1.1:1::11
!1 lOT tC.JI?~enl 'Llrt"I~'S uf tlt:clronic dt'\l(~~ a."\d ~U;'l;>O~'i.~(
(qulp~t'n1 u<,.(d 10 Ofl~'n)l( Joe ,~rmir.J1t' ~t;~':"r':""HT:i,.;:L:ca!.0;_

~<"~Jf.~~ ;. ',,":~ tnC ~~t''''- i"fr'TII"l~ 5n' r C F R rar· .l."

\prenCll Ii ,r''l(lL.d(~ ·:a:"lf". Jppa'JI\I'j .. u(1-. J.' ·~ltrr,(,'"I(' ~",d

Stction 6 Q ~l/Jfb' of lhe rnn·,~ll .. 'I!\l': .. 1IIIc,_ In lurn. re­
4uir(~ LEe') to appnnionlh( II'll:":;'I .. l'II,:IIOOl)f (hal
in ....(~lm(n{ btt\l,'C(O Ihe 'P~CI31 ;l\.\..,: .. , ,I;~d Cf o:-lcments "on
(hc "as is uf lh~ r(tali,""!' fllll"h":l '11 llll'I';lkn! llnc~ in
usc:."Jj

10 Thc indc:ptnd(nt auullor k'Ulhl It',,l rkllSoulh JI'
rec[l~· assign(d faT in\-eSlmenl 10 ~1't' ... -1.,1 ,1I.I.'(,.'''~ In lIS 1958
annual access tariff filing. BcllSoulh ;Il~l:es {h~( \\·cslcrn
Union challtng(J this dirtci ~')"i~nlnCr.1 In (\.lfT",ments 01'\

that BellSouth filing, !hal Bel/Cl{lp:" .~~.~ Jldc{j ! he Jirtct
assignmcnt in its rt,;pon~( 10 \\ l.:"l" :', l,",;"P "n,l (hal Ihe
Commission allo ....,td AdISo~J\ll "P\.'\ 'I ~ \.~, T;'l!(S to go
into tffect. Th(' in<.ltp~nclcnl .H:dll" l ~:~ "(I) ll,e findings
in Iht Commission )taff ::JUdll uf lhe CL j..l\lol that had
prompted lh( Commi~sion It' urdcr an Ind"':lJendcnt auJil.:'
In its audit repor( jcr:sued in .'·o\emhl'r 1400.:' Ihe Commis­
sion Sit::Jff concluded (hal dll~(1 J~"olglimcnl of lOT
investment is mconsisttnt \l.ilh Comlni~... \\)n rule,,"" AI·
(hough ehe indepcndenl auullC'r inI1i,,·t11...:d Ihal l~'~ direct
assignmtnt unoerstatcJ Rell$.ol;lh·<;: CL'I~.l hl!Jll ....\cr~ltlt(
re\'enwe requlu:mcnlS for :I.)S, h~ ~ .~ ; ·':,~I\lln_·" ·... e tit­

lie\'( (hal II instead )hlfled 10 I I...h;~ Il't ,./\:-: fll'd":"", CL tu
inlerStatt sptclal acce\s. i1'i .,ho\ ..... n , .• \:l;'\. ;·.t 1 1("nl B

II Bcl\Soulh argues thaI lhe In~:cpt:'ndenl .1'..HII!I.H·' ~(a{e'

m(nts confirm thar i{s IrC3rml:.·n/ of lOT Cu:-,IS .... as (("1m·
pl([cly approprial( anti the ~)r.l~ pr,lper ({1ur ...~ II (QuId
ha\'t takt:n BtllSouth Slale~ ~hal lh ~q",~ :3~tff ftlir-.( clea~hl

JlsplaycJ Bc!!S(1urh'~ dire..:: J~"lfl1l~',ef,' "I' lOT ~ll"b 10
special acce~, thai Iht C0n-.rrLi ... !l.r. .J>: ~ ,,:~r!\ .jlkaie of ttS
action, and (hal lh( Comm_~'10r. ,1' .,' .... " '.1.. 'jle":;2~ 3(CC)S

rat(s as ""cll as ."\EC,\·s CL ra:<:, ·' ..·~,·Ju.- dfec!ll,e '.i.llh
the allocation vf lOT co ... ; .. ;" ~l'C-':l(\: .l ........e')\ OcilSouth
argues that had II changed ,: .. al\'C'H;or, llf JOT (O-.:ts

during this p(,rl0d. changes If: hOTh CL ,111J 'pe~:lal acces.s
rates would have b~cn re~u:rt.:,j !l.1 ~\l'ld .': le\em.:e-cost
rr:.i~match BtIIS\.,uth ... tale~ ~;,.:~[h""l 11~a! l"le C,,~,-,:;;'S')10!"l

':llaf{ did not inJicale lhdl [-""it ~J,fe .. J ?'~,.:..l1m('n: ~': lOT
COsts \'\'a~ tT'\C0f~C(1 unli! II '~"ucJ It'l ?:\.h~ . ;PCP0rl llf ~r,e CL
pool In ..... o\cmhtr 1990. ~Or:ie 1"'"0 :eal ~ ::ifler ihe arloca­
(Jun In question ..... a' U"Cu h,1 ("~!a"'\L ... h JaIl- JJciiStl..;I !". )1:\lts
(hal if the (err,mlssion heiie\,e" ;hal thi' '0\err:t-er \990
interpr(laI10r"l l~ applicable 10 RcIIS~)u!h '~,l'(' l~e C\.,rr:mls,

mi'ioCtllar:t'o:.n equipment, leitl~i'C.... r;~cr c~_ .... r.c~'_ '::..:i:~ prl"
Q,lt brn.d: t'x~!",4n~($. Jnd r.1':10 tqu;;'I~':'jl"r:.1 ((t':;U~Ir-.& .'T:1.'b;Jt)
Inilalltd klr Iht end. u\en' u~, 1~ J!$O _:"',,::'.;dc'" l!r.1Ncdt:d
.:u~tomtr ;:J:"cmi~ ... ;ring. IJr~t ~rt\JI~ br~:"l':-~, t(~·"'J:"l£.e~ p:.d::;iC
ttlcphon( U ...'T'lI .... J; (QuipmtM! a;)~ f'l;r,fr ;,:-'r":"".''-,J' t~I,..:P:T"·t:-.\

Sa reF R ~'~(' lJI(::I1
:: T~i' "_.~')('~:M." ;O,::Inl fJell·- '""J' .•~"';.-r.(~.', _,C"; :1" ,\.'Jlf 1(1

1111(r",tJtt ()pc'ra~:~m.. Ctrt.1ln 1:-.\(~Il'1".cnl I;", ;"l ,,j 1"',1 ~ _~r:ber
'Ines,. "1.1:,on tl.i!...pmcnl. In.;:j.J ?Onion uf ct''''~~1 (lfr,.:~ .,·... :1ch
jn~ "i<~ fl" r.-,t~\:!,;t ltltp~\'f".t --tf"l':t' [J':~, .::\)~·n;"l;:'-:' < ~:.Jb·

....:rd·~f pi.J.;".' ~;;.:·,:,r .... J!> Irou-~: ,l~ :<J~I :l·'~".);t 1('\(: .:.~~ 't:tr.
ph.1'tt'd If.10 .i ~;,tlv:":"".Jt b.l~!: JI!\'~·J·Il.)fi ,::U' "I :.'~ ,-, .. e:
t'~ht q:a:~ '"Iot~_"lnl~~ J::r,'.J::l~·, ~ :~ ... ,\ -..... \~·,t ,.~-..;r.'xr

planl beo: 'l(C.l:;)( ~r.o""n ~~ ~~'..: "tr::';~';',cl~J_ ,';~":'_:"<: ;:' J:'".l
:JC:o'" cur:."';! ih( pt',a)f'-Jn pc: ~-...:: J- C! r<. ~ ;~\ <'.1_ ~ (:1

:] .. ~ C f R ~('>l.,!_\r'-'(bl

.:~ Sf( 0,('((, 10 511.;- .... CtlW( , .. f"C it pJrJ .'

. '\'UCI; R(;>'<'f',. R(\!(' ..... uf ..... ...::'u~lf!'":eni~ 'l~ ~~l I. C\\~

:;01', LIne f''XI! {A'J':,,!I Bran~~ o'~~ :n 1-1.;,
. 4,1/;"o;";(rtr~ Rrpof/ J; JQ

{~({(ot>" :: .I~(' ~' Gr',''';' _-~,.\.,~:!
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sion must consider reopening th. Cl pool for I 08~ 10

allow BellSoulh 10 submit audi1ional (OT expens.s for
recovery.:t

J2. BeliSouth. in effecl. presenlS IWO argumenls 10 justify
ilS direcl 8£.Signmenl of lOT COSIS. First. B.nSouth argues
that the interpretation of lhe rules se1 fonh in Ih. Commis·
sion staffs November JQ90 audit repon is incorrecl. Sec·
ond. BellSouth mainlains Ihal ev.n if correct. Ihat
interprelalion should nOI be aPilied 10 BellSoulh because
Ihe /988 Acc.ss Tariff Ord.r' had allowed B.IlSoulh's
1988 special access rat. to go into eff.cI even Ihough it
renected a direcI assignmenl of lOT costs 10 special access.
We address Ihese arguments in turn.

13. BellSouth's argumenl thaI Ihe interpretalion in Ihe
Commission staffs November I Q90 audit report is incor·
rect appar.ntly renects BellSouth's belief Ihal Part 36. and
in particular Seclion 36.1(c), of our rules permil Ihe direci
assignmenl of lOT com 10 special access. lO Our Part 36
rules. however. prescribe Ihe procedures telecommunica­
tions companies must use in apportioning Iheir COSIS and
revenu.s between Ihe Slale and inlerstale jurisdiclions. Sec'
lions 36.1 and 36.2 outline the seRarati0ns procedures and
Ihe principles that underlie them. These seclions stale Ihat
jurisdictional separalions are to be made using eilher direct
assignment or a particular alloeator." These general state·
ments do not granl carriers discretion. but only introduce
Ihe Part 36 rules Ihat explain when and how direcl assign'
menl or an allocator u to be used. (f Ihe general introduc­
tory Slatemenls had been meane as dispositive. ehere "'ould
have been no need for specific language. in ehe rules Ihat
follow, 10 allow Or encourage the use of direct
assignmenln Sections 36.1(c) and 36.1(a)(1) do nOI create a
general in"italion 10 use direct assIgnment as Ihe filing
carrier chooses.

14. BellSouth also mainlains Ihal Ihe Commission impli­
citly accepled direct assignmenl of lOT costs to special
access in amending Pari 69 in 1087 because ehe Commis­
sion intended ParI 69 10 conform WIth Pan 36" We find
no support for Ihis argument in the language of ParI 69.
On the contrary. Section 69.303(b) of the Commission's
rules stales unequh'ocally thar LECs are to apporlion "all"
JOT investm.nt other than rhal in pUblic lel.phones and

.. ArljwIr'lt"15 Rtpon at 39·.w.
29 Annual IQ88 Access Tariff Filings. .'t1t",orQfl.duff'l. Opirtio"
0".1 O,d.,. 3 I'CC Rcd \281. 1295 (Com. Car. Bur. 19R7) ({988
Accu, To"ff Ord,,).
)Il lrl. al 39. Cill"g B.l/Soulh Rtply in /988 Acc." Tariff
Procttding.
)I 47 CFR. "36.1. 31>.2.
II .7 CF.R. "361(el. 36 2(a)( I).
II Co,"po,. 47 CFR. J31>.157(0)( I) (certain cablt and ...ire
f3.cilitiu C~ts to be apportioned) ....,ill, 017 C.F.R.
J36.157(a)(2)(other cabl. and ...ir. faetiititS com '0 be dir'Clly
assigned}.
}A AdjUJJrnul!J Rtpor' JI )Q. ciuf'/g BtlJSoulh Rtply in lQ8S
Access Tariff Procttding.
" .7 CF.R 'b9.303(b).
J6 Sa Annual lqsa ACCt5S Tariff Filings. .\ftmorandUft1 Opl""
10" o"d Ord". 3 FCC Red 12R1. 1295. paras. II' &< 116 (Com.
CJr. Bur. 1987) (ol/o... inJ BeI1Sou,h'\ IORS ,,,"cial acc." tariff
(0 take e((tct nor",ithSt:lndini Western Union's ar&ument reo
~-:rCjng lhe 0\'(( allocation of lOT in\'t!lmtMr to 'pte;.)l ,1ettss).

. Sri 1ft The Bureau did not explain wh}' it allowed
BtllSouth'!I special lCCC'$S tariff to taJ.t tHec!. ... hilt sus~ndinJ

the ~i'<ciJI :1CCCS5 tariff5 of other carriu5
}I In June lQ~R, ~'ECA''j Scpar~tlOns Ac\i~or~ Group informed
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appurtenances belween the spec,al access and Cl .Iements
"on the basis of the relalive number of equivalen, lin.s in
use.-J! There is no language in Section 69.303 or in olher
portions of Part 69 Ihal states or implies Ihat Uir'CI assign­
ment is an allernative 10 this allocallon method.

IS As Ihe independent audilor observed. BellSouth and
I'E.CA both direclly assigned lOT costs to special aCCess in
their 1988 access tariff filings. and the Common Carrier
Bureau (Bureau) allowed BellSouth's special access and
I'ECA's CL raleS 10 take effeclWithout correcting these
improper direcl assignmentsJ

• In allo"'ing those rates to
take effect, ho"·ever. Ihe Bureau made no ftnding as to
lheir underlying lawfulness." (n Ihese circumstances. we
rejecl BellSouth's apparent posillon that this Bureau action
absolved BellSouth of its responsibilily 10 report its (OT
COStS 10 SECA in accordance with Sections 36. P2(a) and
69.303(b). S.USouth should have been a"'are bOlh from
Ihe la'1fuage of the rule and from communications with
NECA Ihal its direct assignm.nt of lOT was inconsislent
with Ihe Commisslon's rules. Nevertheless, BellSoulh con­
tinued 10 assign its lOT com directly to special access
uuring 1988 and attempted no rerroacti"e adjustment to
correct that improper direct assignment. Those actions ap­
parently violated Sections 36.142(a) and 69.303(b) of our
rules.

16 Appar.nt VlOlauon So. 3. Section 36.153 of the Com­
mlssion's rules prescribes the methods for assigning cable
and wire facilities (C&WF) costs to four specific separa­
lions categories.)' The independent auditor found that in
Alabama. louisiana. and !'>fississippi. BellSouth used an
incorrect basic Study factN'" Ihat decreased Ihe C&WF
cOsts assigned to category 2. G"'ideband and exchange
crunk C&WF, for private tocal servic•. The independenl
auditor stated Ihat this incorr,cl factor shifted costs 10

category 1. exchange line C&WF excluding ,,·ideband. for
.. hich Ihe COSIS are direclly assigned 10 the CL rate ele·
ment" The ind.penu.nt auuitor stated further that Ihis

B.IISouth Ihat the Commi"ion slalr had concluded Ihat
B.IISou,h·s lOT methodolop' ...... unacceptable. R.,ponse of Ih.
NYNEX Tel.phone Compar.i.s. 1'.... England T.lephone .l
T.'eJraph Co. &:. N... York T.lephon. Co.. Apparen, Viola,ions
of 'ht Commiuion's Rul.,. Affidavil of Alfr.d Boschult. at
Allachmen. A ,filed Dec 10. 1990). Wh,lt informal ad,ice of
Commission staff is not dtflniti"'c . .\falkan F.\f Assoc. v. FCC.
U35 F.2d 1313. 1319 (D.C Cir. 1991). Ih15 com:11Un,callon
should hlvt altrttd BCUSOUlh that the Bureau, by lllo ....·ing in
19M sptc::iat ac:cts, tariff to lake dfec::t. had nOl inlendtd to
afpro,.BtIISoulh·, lOT ",.thodolog)'.
, Seellon 301~2 of the Commis"on', rul... ,7 C.F.R t36.152.
lutS thtst ;a!tgories
..10 B~JC slud\" belon ~rt ratiO'! such l.) n-:in'.ltt miles per
menaie or boOk costS per mile of cable thaI arc a?plitd 10
montt:~ ....olume counts, quanti I)' counts. inveSlmtnt, C1;>cns.es.
or o:her dau. to lHign C'OSt" in tht sepul:ions process. Some
b:15lc st'.Jd)' fac::tors are ustd to assign C::OSIS to ~parl1l0n, catt·
eories~ Olhtr bUic study (~C1ors are used co apponiot'l pLan1
in .....C's::ntnl. upensts. and rues bc:wten the s:a:e .and jnter.5til~t

jurisdiclions. To d.e ....elop basic slud)' f.c:ors, the LEes perlodl­
C.1II) ~rrorm studiu in ... hich lhty anal)"lt cosa and. o1htr dlltl

!~r I \pecinc period of time,
At....w"rttrW Rtpnrc :1I ..If\ ... .,
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error O\lcrslated OellSoulh'~ intcr~tatc rc:\cnuc rt·ll.\Jir~.

ments for Januar)· I uR8 Ihrough March IU~q b\
S 1.025.000."

17. B<lISouth admits that the /lasic stud\ faClor "as
...·ron& and explains lhat a ......·orkshecf C'rrOr produced it n

We find Ihot BeliSoulh's use of this incorreCt hasic "ud_
factor appor< ntl) _iolaled Seclion 36 153. •

C. Lack of DocumenUtlon and Other Apparent Errors

18. Apparent VIO/auOn So. ~: One clement of a reliable
accounting system is maintaining records thaI suppOrt ac,
counting entries. Section ~20(c) of Ihe Communicallons
Act recognizes this by aUlhorizing the Commission 10 ha"
access to and the righl of inspection and euminalion of
"all accounts, records. and memoranda. inclUding all docu"
ments. papers. and correspondence . kepI or required 10
be kept" by Ihe BeliSoulh camers." Section 220(c) also
places "(tlhe burden of proof to justify e-ery accounlJng
entry questioned by Ihe Commission on the person
making. authorizing. Or requiring such cntr~ -.• s In
addition. Section 32.12(b) of nur rules re,!u"c> lhe
BeliSoulh carTlers 10 keep lheir accounllng records """h
sufficienl pvrticularit) to show (ull)· the faCts perlainlng !O

all accounting entries" and 10 file "II/he deraJ! records 'n
such manner as to be readily accc~sibic for examination"
by· Commission representati_es'··

Iq The independent audilor found t"·enl~"I"o Instances
... here r(venue, COSl, basic study or lax aJjustmcnts, c':II.:h

involving in excess of SlOO.OOO in CostS or rev~nues, ....'tre:
unsupported by adequate documenlaoon Sou,h Cen"al
Bell in Alabama could no, proviJe adequal( documenla"
lion to support three adjustments

South Central Bell in Kentuck\ could nol pro\lJe
support documentation for one a"djuSlment

South Central Bell in Louisiana could nvl ~rn\lde

support documenlation for 1""0 adjuslmenls

Soulh Central Bell in .\1ississippl could nOI pro\ Ide
support documentation for ''''0 adjustments

South Central Bell in Tennessee "as unaole to pro·
vide support documentation for twO adJu:-.tmc:nts

Soulhern 8eH in Flortda could no< pro\l<1e suppOrt
documenlation for 1"0 adjuslments.

Southern BeH in Georgia could nOI prollde "'ppOrt
Jocumentalion for four adjustmenls

Southern Bell in North Carolina could nOI prO\ Ide
support doCUmtntalion for two aJJu~lmc:ntS

Southern Bell in South Carolina (ou\d r,0( ).HU\lJe

suPPOrt documentation for four adjU,)lm~nt~ 1-

;~ Qnobtr J: Ltlttr, a: BeltSouth A11a,;-hn;ent
ArljUJll'f1tl'lO Rrporl J.t J7
J' L; SC 1220(c)

IS lrl

;~ ~- C F,R ~3.?1.?(b)
M,1j .....Hrt1t'I'\! Rrpo'l ;:It J~ . ..Io
Id J: Jh

20 In all ...... tnl)·( ....'0 (a~t' ..... BellSouth admilS rhar 'I
\.:ouIJ nol JOCJtl' the supPOr1ing JO(Umenl.)lll'n,J~ \\:e tenIa'
ll\ch flntl Inat HellSouth·s aumlltcd tlOcumc:nl3110n fail­
ure)" would \uppon a conclUSIon that RellSoulh fails 10
ke(p tts accounl~ .. records .. and memuranda a, prC'Cflt"otO

h~ Ihc Commission
~l ApPQrtf11 ~'lOlauof1 Sf) 5, Th( 800 R~ad\lln~ .,CI\I(f'

"'as an AT&T BOO sen,'ice thar l~rmln.a'~d f1~t'f Ine ,.:us·
lOm(('S local lxchange service: line ralher Ih3r\ lHcr a
dedicated WATS-(!pc line. Thc 'ndependeol auultOI j,)unJ
lhat in Alabama. ""hen reponing an 60U Read\\,nt acuual
adJuslmenl \0 !':ECA. BeliSoulh rep0rled an' ,ncrea", ,n
re"'·cnues ins1ead of (he uecreas( which ac(ualh OCCUI rcd
The error resulfcd in Bc:llSoulh") oVlrsIAlln,. ~/} CL rr\.­
cnues for Sepltmber 1988 h) S33H.000" OellSoulh admit,
t hIS error and «pla,ns Ihat ani npUI of S16q .000 "a~

inac.hCrlcntly malle ,,"'ilh (he ...... ronf sign resulling in the
S336.ooo O\·erSlalemcnt of re\'enue. n We find lhal In Ih"
instance, BcllSouth"s internal accounring conrrols .... ere ap'
parenll~· deficient

~: AppJrrn.l l'lOll1{{OI( Sf) .. 6 The inJependent iluJll('lr

f"ur,J Ihal Soulh CentraJ Bell Ira.:luc1ed plesubscrlp1lon
re\cnue~ for the )Jredcsignallon of inlcrcxchange carriers
<IXC;) by end UseTS in Aceounl 5081. End u,er relenue. In
apparen' viola"on of Section 32.5081 of the CommiSSion·,
rules 11 This OVCfoii3ttd Be!lSouth ') CL re~e:'lueS and under­
')(arcJ I(S Iraffle scn§iu~'~ revenue:, fOf Januaf\- ; 988
Ihrough ""arch jqsq by Sqqq.OOO II '

.:'3 \\'e quote Stclton 32 508 tin It) entlfcly

~]: S081 End uSer r(\'CnUe This account shall con·
lain the federall)' larlffed monthl) n21 rale (Merge
a~s.esscd upon end usen Sl

\~e find no ,upport here for B(!ISouth·s Inc:usl0r of these
rc:\enue') In Account 5081. and Its cvcnlUal aS~lgnm{nt (If
Ihese revenues 10 'he Cl pool Cnder Ihe Comm,,,'on·,
fules .. Accounr 5081 conlalnS rCvenue generated r-~' Ihe
federall~ ,ariffed nat month I)' race charge as'e,;ed "pnn
end users Account 5061 does not Include aJd:"onal
amOun1s, like pl"e~ubscriplion r('\.toues, e"'en Ihnugt", they
arc larlffed amOunts charged to end U"iers Pre~l1h~cr!p:ion

rc\cnuej pertain fO (he ""'Itched me~s.age lOll '!ler\/CC. and
carrIers must Include Ihem in ACCvunl 50S~ S"'lld'lcd
8cce~~ re\.(nut ~J ..... htch IS as')igned 10 Ihe Iraf:;, ,er.SI[lvC

clement as ml~cel!anCOlJS service r't\'cnues Thu~, appar­
tnl\~, BtllSouth nul onl)' rc:p0rled lhe~e re\tT'lues. tn the
"rong SECA pool. bUI also recorJed lhem in the ~ rong
3tCOun.t

~.: The aho".c: err<lrs ~ug.g~q thaI Ae,'ISoulh"~ ..'n!ern,aJ
\."",!;,)I~ "pparc:'·<l:.' fJile~ 10 funcllon I..H'.);:ell~ in ~,;..i::ple

lr:~tanl.:es A~ a re}lill of ... uch l!rrors .. It rna, be ncccss..:n \0
reJ.ulrt:: aJ;u~lme:"ls 10 BellSuulh"') prIce "cap InJel.CS ·ar"1(~

-I.,fn..J/,.,tl'lu Rtpor{ JI .j~

\(. Itt
~ I / r1

~: Orll"brr !~' LOff' ~1 fJei:Soulh ~ltac~IT'(:'"
~! ~- (F R ~.~_\ 5(.... ,

;-CFR ~3_~~'1"':
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take othu remetJial action d.epenuing up"n l'L:f re"'I~"'" I)f
the additlonal information '4( ha"e L1lre ...:led Be;:IISuuth w
submil.
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Attachment 8

BELLSOOTH - Summary of Apparant Violations

INTERSTATE R~ RIQUIREXENT
OVKRSTATEKKNT FOR THI AUDIT PERIOD (Sa. Not.l

(SOOO)

coaoaSSION
FINDING TOTAL

COIlXON
LI~

OTDR
INTIlRSTATI

ACCIlSS ILDI:N'1'S
•••••••••••••••••••••••• c ••• c •••••••••• c •••••••••••••• ••••• ~ •• c •••••• c •• == ••••
1- Included amounts BellSouth 4,836 2,661 2. 175

in excess of
minimum bank
balances in
computing ewe.

2. Used direct BellSouth a 113,)00) 13 ! '2 0
aSlignment of IoIT
where not allowed.

3. Used incorrect BellSouth 1,025 eS4 :.11

basic etudy for
e"WF Category 2.

4. Numerous unsupported BellSouth Unknown
retroactive adjust-
ments.

S. Errors in reporting Be llSoutt'. 1338J I) 38)

800 readyline
service revenues.

6. Erroneously reported BellSouth 0 ( 9991 ?99
PICe revenues to
common line.

Note:Overstated expenses are ~ndlcated by positive amounts.
Understated expenses are ~ndicated by negative (parentheses) a~~~nts

Overstated revenues are lndicated by negative (parentheses) amou~ts

Understated revenues are indicated by positive amounts.

S646
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In the Mauer of

The BdlSoUlh Tdephone
Operating Companies

Fl'dt'r:.al Communicalion~ Commi~~ion

Ik(orc the
FC'd~r..1Cummunic .. tions lommisslon

Wuhinglon. D.C. !~~

AAD No. 113-148

CONSENT DECREE ORDER

FCC 96-~ 12

Adoptrd: Octobtr IS, 1996

By the Commission:

Rrlras«l: Novrmbrr I, 1996

I. At the direction of the Commission. the National Exchange Carrier
Association. Inc. ("NECA") hired Ernst and Young to conduct an independent audit of carner­
reported adjustments to the common line revenue pool for 1988 and the first quamr of \ 989.
On December 9. 1991. NECA submiued to the Commission Ems! and Young's report
("Adjustments Repon")'

2. The independent audllor reponed nwnerous apparent violations of the
Commission's rules commined by the Bell Operating Companies, including BellSouth
Telecommunications, Inc. ("BellSouth").: These apparent violations generally involve failures
to keep accounts, memoranda and records in the manner prescribed by the Commission

3. On March 3. 1995, the Commission released an Order to Sho ..... Cause'
directing Be II South to show cause why the Commission should not: (I) issue a Notice of
Apparent Liability for Forfeiture for apparent violation of Section 220(d) of the Communications
Act of 1934, as amended;' (2) require BellSouth 10 adjust its price cap indexes; and (3) require
BellSouth to improve its internal processes to bring them into compliance with Commission rules

, Lener to Robert A. !vIcArton from Donna ~arc). 8 FCC Rcd 1315 (1993)

On Januaf) I. 1992. the fonner BellSouth operating companies. Southern Bell Telephone and Telegraph
Co and South Central 8ell Telephone Co. were merged ;m<:i BeliSourh Ttlecommun,callons. Inc

I BellSouth Telecommunications. Inc. Order /0 Show CalJ.Se. 10 FCC Rcd 5637 (1995) (Order to Sho ...
Cause) .

• 47 US C § 22O(d}
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federal Communications Commission

and orders.

~. On May 2, 1995, BellSouth responded to the Commission' 5 Order 10 Sho"
Cause and contested and denied each of the NECA audit report findings listed in the
Commission's Order. By public notice dated June 20. 1995, the Common Carrier Bureau invited
public comment on BellSouth's response l Onl) MCI Telecommunications Corporallon filed
corm..;:..::;, ;;;-.d BellSouth replied on September II, 1995.

5 This Commission and BellSouth have reached an agreement v.ith respect
to these audit findings. The terms and conditions of this agreement are contained in the anached
Consent Decree

6. We have reviewed the terms of the Consent Decree and evaluated the
circumstances of the case. We believe the public interest would be served by approving the
Consent Decree, the terms of which are incorporated herein by reference

7. Accordingly. IT IS ORDERED, pursuant co SeclJons 4(i) and 40) of the
Communications Act of 1934, as amended, 47 U.s.c. §§ 154(i) and (j), that the Consent Decree,
incorporated by reference herein and anached to this Order, IS HEREBY ADOPTED, and the
Secretary shall sign such Consent Decree on behalf of the Commission.

8. IT IS FURTHER ORDERED that this Order is effective upon execution
of the Consent Decree by all panies [0 the Agreement.

9. IT IS FURTHER ORDERED that proceedings under the March 3, 1995
Order 10 Show Cause, 10 FCC Rcd 5637, ARE HEREBY TERMINATED.

FEDERAL COlv1MUN/CAnONS COMMISSION

William F Caton
Acting Secretary

, CommIssIon ~LS Pleading xhedule In Show Cause Proceedings. Pl/bllC HOllce. 10 FCC Red 10939
(1995)
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In the Maner of

The BcllSoulh Telephone
Operating Companies

federal Communications Commission

Bt(ort the
Federal Communications Commission

\\ asbin,lon. D.C. 20554

AA.D No. 93- [48

CONSENT DECREE

fCC 96--412

I. This is a Consent Decree entered into by the Federal Communications
Commission ("Commission") and BellSouth Telecommunications, Inc ("BellSouth")
(collectively referred to herein as the "Panies").'

2. The common line revenue pool is administered by the National
Exchange Carrier Association, Inc. ("NECA") and allows incumbent local exchange carriers
("LECs") to panicipate in a tariff filed by NECA that establishes uniform access rates on a
nation-""ide basis for all participants. Monthly distributions from the pool are computed using
monthly revenue, expense and invesunent figures reported by the participating LECs. Initially
the figures are only estimates, but in later months the incumbent LECs ~djust them to a~tual

monthly figures. At the direction of the Commission, NECA hired Ernst and Young to

conduct an independent audit of carrier-reported adjusunents !O the common line revenue pool
for 1988 and the first quarter of 1989. The Ernst and Young audit report ("Adjusttnents
Report") included numerous audit findings against the Bell Operating Companies, including
BellSouth, concerning apparent rule violations and misconduct. These findings generally
involve failures to keep accounts, memoranda and records in the manner prescribed by the
Commission.

3. On March 3. 1995, the Commission released an Order 10 Sho.... Cause
directing BellSouth to respond to certain of the findings in the Adjustments Report.' On May
2. 1995, BellSouth responded to the Commission's Order to ShoH' Cause and contested and
denied each of the Adjustments Report findings listed in the Commission's Order. By public
notice dated June 20, 1995, the Common Carrier Bureau innted public comment on

, On January l. 1992. tht former BeliSouth operallO~ companies. Southtm 8ell Telephone and Telegrarh Co
and South Cenrnl Bell Telephone Co ..... ere merged imo BeliSoulh TelecommUnications. Inc.

I BellSoulh TelecommuOlcations.lnc . Order (0 Sho ... CoJ ....e. 10 FCC Rcd 5037 (1995) (Order 10 Sho"· Calise)
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!3<:lISuulh' ~ n:sp0nS<:'.' Only MCI C,\mll1l1l1i~'Jlivns C"rpvrJlion likJ (,>mnk'nts. JnJ
fkllSoulh n:r1i.:d on Seplemo.:r 11. 1<)<)5 rhc positions uf Ihe pani.:s ll\ this «>0><:01 den.:.:
ar.: as follu"s:

(:I) The CommiSSion found lhal BellSouth's aCtions appear 10 be:
inconsisten: with its starutory ohligJlion 10 mOlinlJin its ac.:ounrs.
records. and memoranda as pr.:scribe:d b) the Commission. Generall).
the Commission found that BdlSouth hJd OlppOlrently misstated or
miscOllclllOlled inlerstale COSIS :l1ld reve:nues from J;)/luary I Q88 Ihrough
March 198Q. The Commission's specific findin~s included

(i) The Commission found th:lt BeIlSouth' s caleulalion of Cash
Working Capital apparc:nlly violated Commission rules.
improperly usin~ avcragc daily cash balances inslead of required
minimum bank bal;:mcc:s.

(ii) The Commission IQund apPa{ent violations of its rules because
BdlSouth failed to separale correctly its investment in
information originationllermination equipment COSIS in apparent
violation of Pari 36 of the Commission's rules'

(iii) The Commission found a number of other apparent violations of
its rulcs. including BellSouth's failurc to provide adequate
documentation 10 support numerous revcnue and COSI
adjustments. and its improper inclusion of presubscription
revenues for Ihe predesignation of interexchange carriers in
Account 5081. End user revenue. The independent auditor also
nOled that a BellSouth operating company incorrectly reported an
accrual adjustment to NECA resulting in overstatement of
common line revenues which would apparently violate Section
69.605 of our rules. ~

(b) BellSoulh responded to the Order 10 Show Cause contesting liability on
all COlmts. and asserting that no price cap index adjustment was

Commission ~[s Pleading Schedule In Show Cau~ Proceedings. Public NOllce. 10 FCC Red 10939 (1995)

~7 C.FR Part 36

~7 C.FR ~ 69605
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arrrorriall: "r l;l\\ ful" Ikl/S'llllh <'Onl.:sls all findings in the
AJjuslmt:n1s Rcp<l(\ and lh.: COlllmisswn's ()rJ,'r '0 ShOll' (·"u\('. I'll the
tollowmg t:f<\unds:

(i) Out: I" its dlicit:nl cash management pracllce::s. ils average:: daily
cash balance: was. in fa\:!. the minimum bank balance lhal
BdlSouth Clluld maintain and still operate: its bu~ine::ss.

Bel/South also contends that its average daily cash balance
repres.:nled inve::stor supplied funds that were used and useful in
th... operation of its business. and that Bc:lISouth was legally
entitled to include such amounts in its rate base. BellSouth also
argues that it had followe::d a uniform practice of including its
a\erage daily cash balance: in its rate base since 1977.'

(ii) BellSouth used dirl"ct assignment in good faith and in reliance on
the Commission's stated policy of favoring direct assignment
whenever possible. BellSouth argues that the information
origmation/termination equipment in question was directly
associated with the provision of special access service, and direct
assignment represented a more cost-causalive approach than
allocation of a por:iun of Ihese costs to common line l

(iii) During the transition from Part 67 to Part 36 separations rules.
an input error occurred that affected the separations faclors for
cable and wire facilities in the states of Alabama. Louisiana and
Mississippi. As a result. the interstate revenue requirement was
overstated by approximately $1 million and the intrastate revenue
requirement was understated by the same amount. BellSouth
comends that the impacl of the error ceased with the introduction
of a new basic factor for these three states on July I. 1990 and
that the error did not affect BellSouth' s initial price cap indexes'

(iv) The independent auditor identified 22 instances in which it

• atllSoulh Responle /0 Order (0 Show Cause, filed herein May 2, 199), BellSouth Reply Comments, filed
herein September II. 1995.

, BellSQuth Resl'Onsc /0 Order [0 Show Cause, at 6·16

• /d. at 16-26

, fd at 26·)t
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concluded that BellSouth provided inadequate J,XUlll<:ntatl')1l
and. based on this, the Order [0 Silol> ('oust' lenratl\dy fuund
that BellSouth failed to maintain adequate controb to comply
with Pan 32. BellSouth states that the indep<:nJent audilllr
reviewed over 3,000 adjustments to the common line pool
BellSouth also states that there was no suggestion by the audllo!
that the entries in question were erroneous: these were:
documentation issues only and the items cited as documentation
errors were extremely minor and in many cases BellSouth has no
business reason to maintain formal documentation for the
particular types of transactions in question. 10

(v) A human error occurred in \l,'hich a S169.000 accrual adJustmem
was reported ",ith the ""Tong sign. resulting in BellSouth
overstating common line revenue in September. 1988 by
$338.000. BellSouth therefore under-recoveled from the
common line pool in this amount The Order to Show Cause
cites this error as an example of allegedly deficient internal
controls. BellSouth assertS that this was a case of simple human
error that did not recur and had no impact on BellSouth·s initial
price cap indexes.

(vi) BellSouth states that the rules for the treatment of
presubscription revenues for the predesignation of inlerexchange
carriers were never clear. \VItile BellSouth now agrees to accept
the interpretation of Ernst and Young that these revenues were
more properly associated ",ith switching and therefore should be
excluded from common line pool reporting. BellSouth could find
no authoritative interpretation from the period under review that
specified the proper treatment of these revenues. BellSouth
asserts that the rules were ambiguous and that BeJiSouth made a
good faith interpretation of the rules to determine the proper
treatment of these revenues. In any event, presubscription
revenues are excluded from price caps"

4. The Conunission and BellSouth agree that the expeditious resolution of
issues raised by the Adjustments Report and the Commission's Order [0 Sho .... Cause in

" Id. at 31·39

" Id.. at 43-47

14808



Ie-

federal Communications Commission

accordance v.ith the terms of this Consent Decree is in the public interest.

fCC 96··H2

5, Accordingly, and in consideration of the agreement of the Commission
and BellSouth to conclude action on the Order /0 Show Cause on the terms set forth in this
Consent Decree. BellSouth agrees to act as specified below:

(a) BellSouth agrees to correct any past accounting and recordkeeping
deficiencies that might have caused the apparent violations set forth in
paragraph 3 of this Consent Decree;

(b) BellSouth agrees to establish procedures to prevent the specific apparent'
deficiencies from recurring in the future;

(c) BellSouth agrees not to include revenues from customers for the
predesignation of their primary interexchange carrier in Account 5081.
and shall instead include these revenues in Account 5082, in compliance
"ith the Commission's rules;ll

(d) BellSouth agrees to conduct an independent audit of its internal
accounting controls as specified in Attachment A of this Consent
Decree;

6. In the event BeJlSouth fails to comply with the requirements set forth in
paragraph 5 and Attachment A of this Consent Decree, the Commission reserves the right to
pursue legal action against BellSouth. If BellSouth complies v.ith the terms set forth in
paragraph 5 and Attachment A of this Consent Decree, then the accounting treatments,
procedures and documentation adopted in compIic:nce with paragraph 5 and Attachment A
shall be regarded by the Commission as presumptively reasonable and lawful. The
Commission, however, reserves its rights under law to change accounting requirements
prospectively and retroactively as long as no penaity attaches to such retroactive application,
Likewise, BellSouth shall be authorized to make changes to its accounting treatments,
procedures and documentation to implement or reflect changes in the la" or rules or wai\'ers
of the Commission's rules, and shall not thereby be in violation of any part of this Consent
Decree.

7. In light of BellSouth' s covenants and representations contained in
paragraph 5 and Attachment A of this Consent Decree, and in express reliance thereon, the
Commission has issued a final order formally authorizing the SecretaJ:' to execute this
Consent Decree ("Consent Decree Order") "ithout change, addition or modification and

" &e47 CfR §§ 325081 and 325082
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without a finding of wTongdoing. violations or habilily by BellSolith and further agrees nOI 10

begin. on the motion of the Commission or liS staff. any proceeding formal or informal.
concerning matters thaI were the subjecl of the Adjustments Report Nothing herein.
however. shall preclude the Commission from using the information underlying the findings
and obser'\'alions in the Adjustments Report for other lav.ful regulatory purposes pro\ ided thai
BellSouth shall have all opponunities afforded by law to conleSl thai use and that information

8
Consent Decree

BellSouth admits the jurisdIction of the Commission 10 adopt this

9. BellSouth .....aives any rights it may have to judicial review. appeal or
rights otherv..ise to challenge or contest the validity of the Consent Decree Order, proVIded the
Commission adopts this Consent Decree without change. addition or modification

10. The Panies agree not to engage in conduct inconsistent with the terms
of this Consent Decree. The Panies may comment publicly, however, on the nature of the
r~.,sent Decree. and the merits of their respective positions, after it has been adopted by the
Commission.

11. It is understood that BellSouth's agreement to this Consem Decree does
not constitute an adjudication of any factual or legal issues or an admission by BellSouth of
\,l,Tongdoing, violations or of any inconsistency between its position, on the one hand, and. on
the other hand, (i) the Communications Act of 1934, as amended, and (ii) the rules and
policies of the Commission. As a result, BellSouth shall not be precluded or estopped frum
litigating de no\'o any and all of the issues subject to this Consent Decree in any forum,
except as provided herein.

12. The Panies agree that this Consent Decree and the Consent Decree
Order may not be used in any fashion by either of the Panies to this Consent Decree in any
legal proceeding except as set forth in this Consent Decree.

13. Adoption by the Commission of this Consent Decree shall conclude
action in the proceeding commenced by the Order /0 Sho.... Cause, 10 FCC Red 5637, and the
Adjustments Report \,l,ithout a finding of I.I.Tongdoing, violations or liability on the pan of
BellSouth. The Panies agree that the effectiveness of this Consent Decree is expressly
contingent upon issuance of the Consent Decree Order described herein, and compliance by
BellSouth ....ith the terms of this Consent Decree. If this Consent Decree is not signed by
BellSouth and the Commission, or is otherwise rendered invalid by any court of compe[ent
jurisdiction, it shall become null and void and may not become part of the record in this
proceeding
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(Title)

14 If the Commission brings an action in any coun of competent
jurisdiction 10 enforce lhe krms of the Consent Decree order or the Consent Decree.
BellSouth agrees that il will nOI contest the validity of either Ihe Consent Decree Order or Ihe
Consent Decree. will waive any statUlory right 10 conlest Ihe validity of Ihe Con~ent Decree
Order or this Consent Decree through a trial de novo. and will consent 10 a judgment
incorporating the terms of this Consent Decree without change. addition or modification
provided. howe\·er. that Ihe Commission has complied wilh all of its obligatior:s under the
Consent Decree.

15 This agreement may be signed in counterparts.

FEDERAL COMMUNICATIONS COMMISSION

Acting Secretary

Signed this ~} sf,day of October. 1996

BELLSOUTtl TELECOMMUNICATIONS. INC.

By:_11_.:-.__, -"J~-.A~ _

Its tI~-f?.-..,~

Signed this). 'fA day of October. 1996
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Independent Review of BeJlSouth Jnremal Controls

FCC 96-.J12

BellSouth ~ill engage an independent auditing firm to review the adequacy of internal controls
associated \l,lth the automated and manual input processes related to the company's Part 36
separations system. The scope of this independent review ~iJl be the following three areas

1. Review of existing internal processes that enable deteclion and correCllOn of
accounting errors on a timely basis;

2. Review of automated systems. thaI have served to eliminate or reduce the
potential for clerical errors and that provide an appropriate trail for data
verification; and

J. Review of controls and processes for appropriate implementatIon of the
Commission's rules and related interpretations.

The independent review ~ll be completed ~thin one year of the release of the Commission's
Consent Decree Order.

Upon completion of the review, BellSouth ~ll submit to the Commission an implementation plan
for each recommendation which the independent auditing firm determines has the potential for
material impact on the results of the company's cost allocatiotlS. All aspects of the
implementation plan ~ill be instiruted no later than 180 days after the independent review is
completed.
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BEFORE THE
FEDERAL COMMUNICATIONS COMMISSION

WASHINGTON, D.C. 20554

In the matter of

Application by BellSouth Corporation,
BellSouth Telecommunications, Inc.
and BellSouth Long Distance, Inc.
For Authorization Under Section 271
Of the Communications Act to Provide
In-Region, InterLATA Service
In the State of Louisiana

)
)
)
)
)
)
)

CC Docket No. 97-231

AFFIDAVIT OF
SHARON NORRIS
ON BEHALF OF

AT&T CORP.

1. My name is Sharon Norris. I am employed by AT&T as a District Manager in

the Southern Region Law and Government Affairs organization. Since February, 1997, I have

been responsible for monitoring BellSouth' s compliance with its legal and contractual

obligations to provide AT&T nondiscriminatory access to BellSouth I s Operational Support

Systems ("OSS").

2. After graduating with honors from DeKalb College in 1972 with a degree in

Distributive Education, I began my career with Southern Bell in 1973 in one of its Commercial

Business Offices in Atlanta. I held various positions in Southern Bell's business offices,

business marketing organization, retail stores, and support staff organizations from 1973 to
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1983. From 1983 to 1985, I provided sales and operational support to AT&T's consumer

sales and service organizations (American Bell and AT&T-Information Systems). In 1985, I

transferred to AT&T-Information Systems' Human Resources organization, where I held

various positions until 1991. In 1991, I transferred to the AT&T Law and Government Affairs

organization. My initial assignment was to serve as loaned executive to the Governor's

Efficiency Commission for the State of Georgia. In 1995, I assumed responsibility as AT&T's

representative before the Georgia Public Service Commission. In 1997, I assumed my current

position.

I. PURPOSE AND SUMMARY OF AFFIDAVIT

3. The purpose of my affidavit is to address the reliance the Louisiana Public

Service Commission ("LPSC") places on a four hour "technical conference" to support its

conclusion that BellSouth provides AT&T and other competitive local exchange carriers

("CLECs") with nondiscriminatory electronic access to BellSouth's OSS.! This Commission

has repeatedly made clear that "nondiscriminatory access" means that the access provided to

CLECs must be "the same" as or "equal to" the access that BellSouth provides to its own

customer representatives. 2 The Commission characterizes this requirement as a "fundamental

! The OSS issue is covered comprehensively and in detail in the affidavit of Jay Bradbury
being filed along with my affidavit.

2 See, u., First Report and Order, Implementation of the Local Competition Provisions in
the Telecommunications Act of 1996, CC Docket No. 96-98 (released August 8, 1996), 1 523
("the incumbent must provide the same access to competing providers" that it provides to its
own customer service representatives); Second Order on Reconsideration in CC Docket No.
96-98, released December 13, 1996, 19 (OSS access must be "at least equivalent" or "equal

(continued... )

- 2 -
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obligation" of a BOC. Ameritech Michigan Order, , 128. Despite the critical nature of the

OSS issue, the LPSC's resolution of the OSS issue is contained in a single, three-sentence

paragraph, in which the LPSC, citing the technical conference it conducted on August 13,

1997, concludes that BellSouth' s OSS "allows potential competitors full non-discriminatory

access to the BellSouth system. ,,3 The LPSC's order does not mention, much less address:

the voluminous evidence provided by CLECs, and even by BellSouth itself,

demonstrating that BellSouth is not currently providing nondiscriminatory access

to its OSS;

the recommendation of the LPSC's chief administrative law judge ("Chief

AU"), who initially heard, reviewed and analyzed that evidence and, following

seven days of hearings, found for reasons set out in detail in a written

recommendation that "BellSouth has not demonstrated to the Commission that

2 ( •••continued)
to" the access that the incumbent LEC provides to itself); CC Docket No. 97-137, In the
Matter of Application of Ameritech Michi~an Pursuant to Section 271 of the Communications
Act of 1934. as amended. To Provide In-Re~ion. InterLATA Services In Michi~an,

Memorandum Opinion and Order released August 19, 1997 ("Ameritech Michigan Order"), ,
143 ("We require, simply, that the BOC provide the same access to competing carriers that it
provides to itself").

3 ~ Docket U-22252, Consideration and Review of BellSouth Telecommunications. Inc.'s
Preapplication Compliance with Section 271 of the Telecommunications Act of 1996, Order
U-22252-A dated September 5, 1997 ("LPSC Compliance Order"), p. 15.

- 3 -
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its operational support systems, as provided for in its SGAT, can actually

provide, at this time, nondiscriminatory access to new entrants; ,,4 and

the recommendation of the LPSC Staff concurring in the Chief AU's findings

and conclusions with regard to OSS. 5

Because no transcript of the technical conference has been made and the LPSC Compliance

Order contains no description of what happened at the conference -- much less any explanation

of how the conference persuaded the LPSC to ignore the recommendations of its Chief AU

and Staff -- my affidavit will describe the presentations made at the conference. As set forth

below, the technical conference (which did not include any information concerning the internal

systems that BellSouth, as an incumbent LEC, provides to itself) did not even remotely

demonstrate the absence of the deficiencies identified by the Chief AU. To the contrary, the

technical conference provided fresh demonstrative evidence that BellSouth currently fails to

provide nondiscriminatory access to its OSS.

4. The remainder of my affidavit is organized as follows. Section II describes the

hearing conducted by the Chief AU and the Chief AU's recommendation based on that

hearing. Section III describes the August 13 technical conference. Finally, Section IV

describes the LPSC's resolution of the OSS issues in the LPSC Compliance Order.

4 Docket U-22252, Consideration and Review of BellSouth Telecommunications. Inc. 's
Preapplication Compliance with Section 271 of the Telecommunications Act of 1996, AU
Recommendation dated August 14, 1997 ("AU Recommendation"), p. 30.

5 Docket U-22252, Consideration and Review of BellSouth Telecommunications. Inc. 's
Preapplication Compliance with Section 271 of the Telecommunications Act of 1996, LPSC
Staff 271 Recommendation dated August 15, 1997 ("LPSC Staff Recommendation"), p. 3.
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II. THE PROCEEDINGS BEFORE THE CHIEF AU

5. By Notice issued March 3, 1997, the LPSC assigned review of BellSouth' s

compliance with Section 271 to the LPSC's Chief AU, Valerie Seal Meiners. The parties

before the Chief AU filed written direct and rebuttal testimony of sixteen different witnesses.

The Chief AU presided over seven days of hearings, in May 1997, during which these

witnesses were cross-examined by the parties, as well as by the LPSC Staff and the Chief AU

herself. The LPSC Commissioners did not participate in the hearings.

6. On August 14, 1997, the Chief AU issued her recommendation with respect to

BellSouth's compliance with Section 271 and the lawfulness of BellSouth's SGAT under

Section 252(t) of the Telecommunications Act of 1996.6 Based on the hearings over which she

had presided, the Chief AU concluded that BellSouth had failed to demonstrate that it is

currently providing nondiscriminatory access to its OSS:

BellSouth has not demonstrated to the Commission that its operational support systems,
as provided for in its SGAT, can actually provide, at this time, nondiscriminatory
access to new entrants. There is no evidence in the record that BellSouth' s interfaces
can perform as well as BellSouth claims they will and no evidence that access is
nondiscriminatory from the standpoint of the amount of time necessary to access the
OSS and obtain the desired information or services. Further, BellSouth has not
demonstrated that its OSS provides information on an equal, nondiscriminatory basis,
or that its interfaces are equally user-friendly to both BellSouth and its competitors.

6 BellSouth filed its SGAT on May 19, 1997. the first day of the hearings before the Chief
AU, and the scope of the proceeding was then expanded to consider the lawfulness of the
SGAT. On July 9, 1997, the Chief AU issued a recommendation that the LPSC reject the
SGAT, because the LPSC had not completed its dockets instituted for determining whether the
rates for interconnection and unbundled elements contained in the SGAT were lawful. By
order issued on July 28, 1997, the LPSC remanded the proceeding to the Chief AU for
recommendations concerning BellSouth's compliance with those elements of the 14-point
checklist beyond the pricing issue previously addressed by the Chief AU.
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